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The   Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

This  is  a  follow-up  to  our  1982  performance  audit  of  the 
Liquor  Division  -  Department  of  Revenue.  The  purpose  of  this 
review  was  to  determine  the  status  of  Liquor  Division  implementa- 
tion efforts   related   to  specific  audit  recommendations. 

We  wish   to  express  our  appreciation   to  the  staff  of  the  depart- 
ment and  division   for  their  cooperation  and  assistance. 

Respectfully   submitted. 


)Cott  A.    Seacat 
Legislative  Auditor 
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INTRODUCTION 

This  follow-up  was  done  at  the  request  of  the  Legislative 
Audit  Committee.  The  purpose  was  to  determine  the  status  of 
Liquor  Division/Department  of  Revenue  implementation  efforts 
related  to  audit  recommendations  made  in  our  1982  performance 
audit  report  f82-nP)  of  the  Liquor  Division.  Another  recommen- 
dation related  to  the  division's  profit  determination  process  in  our 
1982   financial-compliance  audit    (82-11  ^    was  also   reviewed. 

FOLLOW-UP  SUM^/ARY 

The  specific  results  of  our  review  are  discussed  in  the  next 
sections  of  this  report.  Included  is  each  recommendation  made  in 
1982,  the  initial  agency  response  to  the  recommendation,  and  the 
current   implementation    status  as   determined  hy  our   review. 

Based  on  our  follow-up,  we  determined  the  following  regard- 
ing division/department   implementation  of  the  20   recommendations: 

Recommendations   Implemented  -   10 
Recommendations   Partially    Implemented   -   5 
Recommendations   Not   Implemented  -   1 
Recommendations   Not  Applicable 

To   The  Division/Department 

(directed  to  the   Legislature)    -   4 

While  the  division/department  has  made  progress  in  implement- 
ing most  of  the  audit  recommendations,  several  recommendations 
which  could  have  a  large  potential  dollar  impact  have  not  yet  been 
fully  implemented.  Our  review  shows  that  there  are  still  apparent 
excessive  liquor  inventory  levels  and  that  division/department 
management  could  be  receiving  more  timely  and  adequate  manage- 
ment  information    related   to   liquor   sales  and   inventory  activities. 


RECOMMENDATION    STATUS 

INVENTORY   CONTROL 

The  1982  audit  report  addressed  excess  liquor  inventories  in 
state  liquor  stores.  The  report  included  the  following  recommen- 
dations regarding  incentives  for  store  managers,  test  marketing  of 
liquor  products,  timely  reporting  of  store  sales,  a  store  ordering 
system,    and   requiring   licensees  to  purchase  from  assigned   stores. 

As  part  of  our  follow-up,  we  reviewed  inventory  levels  for 
those  stores  in  our  original  sample  for  the  1982  performance  audit. 
We  found  that  while  in  some  cases  inventory  levels  have  decreased, 
overall  there  still  appears  to  be  excessive  inventories  in  a  majority 
of  stores.  The  graphs  on  the  following  page  compare  average 
monthly  sales  and  average  monthly  inventory  levels  by  quarter  for 
three  of  the  sample  stores. 
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This  araph  shows  an  agencv 
store  that  has  decreased  its 
inventory  to  a  level  that 
appears  more  consistent  with 
sales . 
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This  graph  shows  a  state  store 
with  inventory  increasinq, 
sales  remainina  consistent, 
and  inventory  levels  having 
little  relationship  to  sales. 
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This  graph  shows  an  aaencv 
store  which  has  consistentlv 
maintained  a  high  inventory 
level  in  relation  to  sales. 
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A    comparison    of   overall    division    sales    with 


overall    inventory 


on  hand  in  the  following  illustrations  shows  the  division  continues 
to  maintain  average  liquor  inventory  levels  that  are  about  four 
times  higher  than  average  monthly  sales.  Illustration  1  compares 
units  of  sales  with  inventory  on  hand  for  the  same  periods. 
Illustration  2  compares  value  of  sales  with  value  of  inventory  on 
hand   [both  at  selling   price)    for  the  same  periods. 
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Source:    Compiled  by  the  Office  of  the  Legislative  Auditor  from 
Liquor  Division  records 
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Illustration  2 


Money  invested  in  excess  inventories  plus  the  associated 
storage  and  handling  costs  could  be  used  for  other  purposes  or 
invested  to  increase  state  revenues.  During  the  original  audit  v;e 
estimated  the  division  had  at  least  $608,600  in  excess  inventory  as 
of  June  30,  1982.  The  Governor's  Council  on  Management  in  1982 
also  estimated  that  inventory  level  reductions  with  faster  product 
turnover  for  an  entire  year  could  provide  a  one-time  saving  of 
$5.2  million  that  would  improve  cash  flow  and  generate  an  addi- 
tional $618,000  in  income  annually  by  retaining  the  revenue  in  the 
division's  revolving   fund. 


The  division  has  not  established  a  specific  goal  for  inventory 
levels  to  be  maintained  by  the  various  state/agency  liquor  stores. 
The  bonus  for  maintenance  of  ideal  inventories  (as  discussed 
below)  is  based  on  at  least  twelve  turnovers  per  year.  Since  most 
state/agency  stores  receive  at  least  two  deliveries  per  month,  it 
should  be  possible  to  maintain  inventory  levels  equal  to  one  to  one 
and  one-half  months  of  sales.  Implementation  of  a  point-of-sales 
system  and  revision  of  the  Liquor  Information  Management  System 
should   make   it   more   feasible  to  maintain    lower   inventory   levels. 

The  following  addresses  each  recommendation  in  our  1982 
report  section   on    inventory  controls. 

Recommendation   #1 

WE      RECOMMEND     THE     DIVISION      INCORPORATE     CRITERIA 
FOR    INVENTORY   CONTROL    INTO    ITS   BONUS   SYSTEM. 

Initial    Department   Response 

We  agree  with   the   recommendation   and   we   will   formally   include 
such   criteria   in   our   union   contract   negotiations. 

Present   Implementation   Status 

Bonus  provisions  related  to  inventory  controls  have  been 
included  in  union  contracts  negotiated  for  the  periods  of  July  1, 
1983,  through  June  30,  1985,  and  July  1,  1985,  through  June  30, 
1987.  The  bonuses  do  not  appear  to  be  adding  any  significant 
incentive  for  the  store  managers  to  improve  inventory  levels.  No 
bonuses  have  been  paid  since  implementation  because  store  mana- 
gers are  not  meeting  the  required  12  inventory  turnovers  per  year 
to  get  a   bonus. 

Recommendation   ^2 

WE    RECOMMEND    THE    DIVISION     DEVELOP    A     .-ORMAI.     TEST 
MARKETING   SYSTEM    FOR    NEW    ITEMS. 


Initial   Department   Response 

We  agree.  We  will  formally  list  new  products  in  the  future 
only  after  they   have  been   test  marketed   in   selected   stores. 

Present   Implementation   Status 

The  division  has  developed  and  implemented  a  formal  test 
marketing  system  for  new  items.  The  system  includes  a  one-year 
formal  test  marketing  of  the  new  products  at  24  selected  stores. 
V/hile  required  at  the  24  stores,  the  products  can  also  be  requested 
by  other  retail  outlets  in  the  system.  Actual  product  sales  are 
used  to  determine  which  of  the  new  products  should  be  classified 
as   regular  sales   items  at  the  end  of  the  one-year  period. 

Recommendation   #3 

WE  RECOMMEND  THE  DIVISION  IMPLEMENT  A  SYSTEM  FOR 
REPORTING   STORE   SALES  ON   A  TIMELY    BASIS. 

Initial   Department   Response 

We  agree  with  the  recommendation.  The  division  is  presently 
testing  such  a  system  through  a  pilot  store  program.  The 
implementation  of  such  a  system  will  be  pursued  as  quickly  as 
time  and    resources   will   permit. 

Present   Implementation   Status 

The  division  has  not  yet  implemented  a  store  sales  reporting 
system.  A  pilot  test  system  was  set  up  in  the  Helena  State  Liquor 
Store  #1  in  November  1982.  The  system  was  compatible  with  the 
state's  mainframe  computer  and  was  proposed  for  installation  at  34 
larger  state  liquor  stores.  In  the  latter  part  of  1984,  the  depart- 
ment director  put  the  proposal  on  hold  while  the  cost  versus 
benefit  of  the  proposal  was  studied.  Based  on  that  review  and 
changing  technology,  the  department  is  looking  at  different,  less 
expensive  equipment  that  could  be  installed  in  seven  market  areas 
with  multiple  stores.      A   final   decision   has   not  been   made   regarding 


whether    or    not    to    proceed    with    a    stores    sales    reporting    system. 
As   a    result,    store   inventory    information    is   still    not   available   on   a 
.timely  basis   for  adequate   inventory  control. 

Recommendation   #^ 

WE  RECOMMEND  THE  DIVISION  DEVELOP  A  STORE  ORDER- 
ING   SYSTEM   TO   MINIMIZE    INVENTORY    COST. 

Initial   Department   Response 

We  agree.  Such  a  system  is  to  be  included  in  the  overall 
inventory  control  and  information  system  referred  to  in  the 
previous   recommendation. 

Present   Implementation   Status 

The  department  has  not  yet  implemented  a  store  ordering 
system,  so  the  ordering  process  is  currently  a  process  dependent 
on  each  store  manager.  Various  ordering  alternatives  related  to 
the  proposed  revision  of  the  Liquor  Inventory  Management  System 
(LIMS)  and  the  proposed  stores  sales  reporting  system  have  been 
considered  and  may  be  implemented  dependent  on  department 
management  decisions. 

Recommendation  #5 

WE  RECOMMEND  LEGISLATION  BE  ENACTED  TO  ALLOW  THE 
DIVISION  TO  ESTABLISH  A  REQUIREMENT  THAT  LICENSEES 
PURCHASE   FROM   ASSIGNED   STORES. 

Initial   Department  Response 

We  agree.  Such  a  requirement  would  assist  the  division's 
efforts   to  enhance   inventory   control. 


Present   Implementation   Status 

The  department  did  not  specifically  seek  legislation  to  require 
licensees  to  purchase  liquor  from  assigned  stores.  The  department 
did  propose  such  a  requirement  to  its  appropriation  subcommittee 
which   recommended  against  such  a   requirement. 

PROFITABILITY 

The  1982  audit  report  addressed  ways  to  review  and  decrease 
expenses,  thereby  increasing  division  profits.  The  report  included 
the  following  recommendations  regarding  identification  and  docu- 
mentation of  reasons  for  state  store  unprofitability ,  compliance  with 
the  legislative  mandate  to  close  unprofitable  stores,  a  review  of 
product  profitability,  discontinuance  of  unprofitable  products  or 
establishment  of  a  minimum  markup,   and   the  sale  of  special  orders. 

Recommendation   #6 

WE  RECOMMEND  THE  DIVISION  IDENTIFY  AND  DOCUMENT, 
PRIOR  TO  CONVERSION,  THE  REASONS  WHY  STATE  STORES 
BECOME   UNPROFITABLE. 

Initial   Department   Response 

We  agree  with  the  recommendation  and  we  will  implement  it 
immediately. 

Present   Implementation   Status 

Although  the  division  does  have  management  reports  which 
identify  unprofitable  stores,  the  division  do-^s  not  specifically 
document  why  state  stores  become  unprofitable.  If  the  causes  of 
unprofitability  relate  to  store  procedures,  the  division  could  seek 
changes  in  operations  before  converting   or  closing. 

Recommendation   #7 

WE  RECOMMEND  THE  DIVISION  COMPLY  WITH  THE  LEGISLA- 
TIVE MANDATE  REGARDING  CLOSURE  OF  UNPROFITABLE 
STORES. 


i 


Initial   Department   Response 

We  agree.  At  the  present  time  the  department  is  following 
legislative  directives  as  established  during  the  last  session. 
We  will  attempt  to  obtain  further  clarification  from  the  leais- 
lature  in   the  next  session. 

Present   Implementation   Status 

The  division  has  closed  and/or  converted  a  number  of  stores 
since  our  audit  report  was  issued.  The  following  is  a  summary  of 
store  closures  and  conversions: 

Agency  Store  Closures 


1983 


1985 


Ovando  #5  7  Roy  #158 

Denton  //135 


1984 


1986 


Opheim  #152  Birney  #94 

Brady  #153  Harlem  #98  (may  be 

Flaxville  #155  reopened) 


State  Stores  Converted  to  Agency  Stores 

1983  1985 

Eureka  #69  Chester  #35 

Ashland  #88  Scobey  #51 

Sheridan  #015  Drummond  #68 

Lincoln  #112  St.  Ignatius  #74 

Walkerville  #137  .        Colstrip  #194 

il84  1986 

Thompson  Falls  #7  None 

Columbus  #16 

Big  Timber  #17 

White  Sulphur  Springs  #36 

Harlowton  #38 

Baker  #42 

Ennis  #60 

Three  Forks  #72 

Belgrade  #76 

Whitehall  #104 
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Based  on  a  review  of  a  sample  of  division  files,  the  closures 
resulted  mainly  from  agency  store  operators  asking  to  terminate 
their  agreement  with  the  state  because  they  could  not  make  an 
adequate  profit.  The  conversions  generally  resulted  from  division 
determination  that  those  state  liquor  stores  would  be  more  profit- 
able to  the  state  as  agency   stores. 

Three  of  the  stores  discussed  in  our  1982  audit  report  have 
been  closed.  Five  other  stores,  which  were  noted  in  the  report, 
have  been  converted  to  agency  stores.  There  are  still  other 
stores  identified  in  the  report  that  should  be  considered  for 
conversion/closure  because  of  unprofitabiiity  or  marginal  profit- 
ability. 

The  division  developed  a  plan  earlier  this  year  to  close  a 
number  of  state  liquor  stores  in  those  cities  with  multiple  stores. 
The  reasoning  behind  this  action  was  that  sales  and  service  would 
not  be  significantly  affected  while  there  could  be  a  reduction  in 
operating  expenses.  The  division  proceeded  with  its  plan  and 
closed  three  of  the  selected  stores.  The  Legislature,  during  the 
special  session  in  March  1986,  passed  House  Bill  #14  which  re- 
stricted the  closing  of  stores  until  July  1,  1986.  As  a  result  of 
this   legislation,    the  division   reopened   the  stores. 

Recommendation   #8 

WE  RECOMMEND  THE  DIVISION  ROUTINELY  CALCULATE  THE 
NET  PROFIT  CONTRIBUTION  OF  VARIOUS  PRODUCTS  USING 
THE   ACTUAL   COSTS. 

Initial   Department   Response 

We  agree;  however,  under  current  legislative  policy  we  be- 
lieve that  the  department  should  continue  to  feature  certain 
products  identified  as  marginally  profitable  if  there  is  a 
demonstrated  demand   for  such   items   in   various  communities. 
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Present    Implementation   Status 

The  division  does  maintain  management  information  regarding 
the  profitability  of  various  products  which  can  be  used  to  deter- 
mine if  specific  products  should  continue  to  be  stocked  and  sold. 
The  information  maintained  includes  annual  and  monthly  case  sales, 
as   well  as   comparisons  of  retail   price  with   profit   per  unit. 

Recommendation   #9 

WE  RECOMMEND  THE  DIVISION  DROP  UNPROFITABLE  PROD- 
UCTS OR  IMPLEMENT  A  MINIMUM  MARKUP  WHICH  WOULD 
INSURE  A  REASONABLE  LEVEL  OF  PROFITS  FOR  EACH 
PRODUCT. 

Initial   Department   Response 

We  will  bring  this  recommendation  to  the  attention  of  the 
Legislature  and  seek   policy  direction   from  them. 

Present   Implementation   Status 

The  division  has  a  procedure  for  considering  whether  unprof- 
itable or  low  profit  products  should  continue  to  be  marketed.  At 
each  meeting  of  the  division's  Listing  Committee,  the  division  staff 
brings  products  with  low  sales/low  profit  potential  before  the 
committee  for  consideration  for  "delisting."  The  committee  con- 
siders division,  liquor  store,  and  liquor  distributor  comments  as 
part  of  their  decision   process. 

The  department  has  also  considered  changing  its  liquor  pric- 
ing procedures  to  ensure  reasonable  profits.  The  department 
proposed  a  multi-tier  pricing  formula  to  the  Revenue  Oversight 
Committee  on  February  14,  1986.  Under  this  proposal,  Jurying 
markups  would  be  applied  according  to  numerous  criteria  including 
wholesale  costs,  retail  expenses,  sizes,  packaging,  inventory 
turns,  and  seasonal  factors.  No  specific  action  has  been  taken  to 
implement  this   proposal   as  of  this  date. 
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Recommendation   #10 

WE  RECOMMEND  THE  DIVISION  SELL  SPECIAL  ORDERS  IN 
CASE  LOTS  ONLY  AND  REOUIRE  CUSTOMER  ASSURANCE  OF 
PURCHASE. 

Initial   Department    Response 

We  agree  with  the  recommendation  and  will  implement  it  by 
July   1,    1983. 

Present   Implementation   Status 

In  1983,  the  division  implemented  a  revised  special  order 
process  which  requires  case  lot  orders  and  requires  the  signature 
of  the  person  making  the  order  on  the  order  form.  The  process 
also  provides  for  advance  price  quotes  if  a  person  wants  to  know 
the  actual   cost  prior  to  ordering. 

The  division  appears  to  be  using  the  established  process  and 
no  significant  problems  were  noted.  A  minor  concern  relates  to 
the  fact  that  present  sales  data  cannot  provide  adequate  tracking 
to  ensure  that  special  orders  are  sold  on  a  by-the-case  basis  at 
the  stores.  The  division  has  informed  liquor  store  employees  they 
will  be  held  responsible  if  it  is  determined  they  have  not  complied 
with   the  special  order  procedures. 

DIVISION   ADMINISTRATION 

The  1982  audit  report  addressed  ways  to  better  administer 
division  operations.  The  report  included  the  following  recommen- 
dations regarding  the  location  and  travel  of  the  eastern  district 
supervisor,  revision  of  the  liquor  management  information  system, 
preparation  and  periodic  update  of  a  formal  policies  and  procedures 
manual,  development  of  a  more  reliable  method  for  collecting 
time-of-day  sales  information,  need  for  tax  stamps,  legislative 
clarification  of  the  division's  mission,  legislative  definition  of  the 
division's   net    profit,    and    receipt   of   interest   on    the   division's    idle 
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cash.  A  recommendation  from  our  1982  financial-compliance  audit 
(82-11)  regarding  the  funding  of  the  licensing  function  is  also 
included. 

Recommendation   #1 1 


WE  RECOMMEND  THE  DIVISION  STATION  THE  EASTERN 
DISTRICT   SUPERVISOR    IN    BILLINGS. 

Initial   Department   Response 

Although  the  recommendation  may  have  merit,  we  prefer  to 
initially  fly  the  eastern  district  supervisor  between  Billings 
and  Helena  to  determine  the  cost  savings  to  be  achieved. 
The  consequent  savings  in  time  and  gasoline  may  attain  a 
level  close  to  that  indicated  in  the  recommendation.  If  not, 
the   recommendation  as   stated   will   be  implemented. 

Present    Implementation   Status 

The  division  initially  decided  to  keep  the  eastern  district 
supervisor  stationed  in  Helena  based  on  the  minimal  amount  of 
savings  to  be  gained.  When  that  individual  left  the  position,  a 
person  living  in  Billings  was  hired  to  fill  that  position.  The 
position  again  became  vacant  in  October  of  1985  and  is  still  cur- 
rently open.  The  division's  plan  to  fill  the  position  will  be 
dependent  on  legislative  action  during  the  June  1986  Special 
Session. 

Recommendation   #12 

WE  RECOMMEND  THE  DIVISION  FLY  THE  EASTERN  DISTRICT 
SUPERVISOR   BETWEEN    HELENA   AND    BILLINGS. 

Initial   Department   Response 

We  agree  with  the  recommendation  and  will  implement  it  by 
January   1 ,    1983. 
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Present   Implementation   Status 

The  department  did  fly  eastern  district  supervisors  between 
Helena  and  Billings  as  needed  when  the  position  was  staffed. 
Currently  the  eastern  district  supervisor  position  is  vacant,  but 
the  Stores  Bureau  Chief  said  they  will  continue  to  fly  the  indi- 
vidual between  Billings  and  Helena  as  needed  when  the  position  is 
filled. 

Recommendation   #13 

WE  RECOMMEND  THE  DIVISION  REVISE  THE  LIQUOR  MAN- 
AGEMENT   INFORMATION   SYSTEM    IMMEDIATELY. 

Initial    Department   Response 

If  department  priorities  were  revised.  General  Fund  revenues 
could  suffer  due  to  lack  of  attention  to  income  tax,  corpo- 
ration tax,  and  resource  tax  areas.  A  cost-benefit  analysis 
relating  to  this  recommendation  will  be  completed  and  submit- 
ted  to  the   Legislature   for  their   review  and  consideration. 

Present   Implementation   Status 

The  division  has  not  yet  implemented  any  significant  revisions 
in  the  Liquor  Information  Management  System  (LIMS)  since  our 
aud't  report.  The  department/division  has  conducted  a  study  of 
the  LIMS  system  and  completed  two  of  four  planned  phases. 
Phase  I  consisted  of  developing  a  proposal  for  a  new  system  with 
formal  objectives  that  document  reports  and  information  needed. 
Phase  II  consists  of  flowcharts  related  to  the  proposed  LIMS  sys- 
tem. At  present  a  newly  hired  systems  analyst  is  reviewing 
phases  I  and  II  before  plans  are  made  to  proceed  with  phases  III 
and  IV.  The  present  plans  call  for  the  store  sales  reporting 
system  to  be  implemented  at  the  same  time  as  the  revised  LIMS 
system.  (The  current  system  still  has  timeliness  problems  with 
information  on  sales  and  inventories  being  provided  30  to  45  days 
after    the    end    of   each    reporting    period.)      The    fact    that    division 
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management     has     less     than     adequate     and     untimely     management 
information   contributes  to  higher   than   necessary   inventory   levels. 

Recommendation   #1^ 


WE  RECOMMEND  THE  DIVISION  PREPARE  AND  PERIODICALLY 
UPDATE  A  FORMAL  POLICIES  AND  PROCEDURES  MAfJUAL 
WHICH  COVERS  STAFFING,  TRAINING,  AND  DIVISION  OP- 
ERATIONS. 

Initial   Department   Response 

We  agree  with  the  recommendation  and  will  implement  it  by 
July   1 ,    1983. 

Present   Implementation   Status 

The  division  has  developed  a  formal  procedures  manual  that 
includes  separate  sections  for  the  various  Liquor  Division  bureaus. 
The  manual  covers  essential  areas  except  for  staff  training.  The 
department  has  a  training  policy  which  addresses  training  procedures 
for  the  department/division.  The  only  training  presently  being 
received  by  divisFon   employees   is  provided  by  district   supervisors. 

Recommendation   #15 

WE  RECOMMEND  THE  DIVISION  REVIEW  ITS  METHOD  OF 
COLLECTING  TIME-OF-DAY  SALES  INFORMATION  AND, 
BASED  ON  THIS  REVIEW,  DEVELOP  A  MORE  RELIABLE 
METHOD. 

Initial    Department   Response 

We  agree  with  the  recommendation,  although  to  comply  with  it 
will  require  the  installation  of  a  point  of  sale  system.  Only 
eleven  stores  presently  have  equipment  which  can  automat- 
ically  record   time-of-day   sales. 
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Present   Implementation   Status 

The  division  is  not  collecting  time-of-day  sales  information. 
It  is  planned  that  the  stores  sales  reporting  system  will  cover  this 
area  once  it  has  been   implemented    (see  page  7). 

Recommendation   #16 

WE   RECOMMEND    EITHER: 

A.  THE      DIVISION      STRENGTHEN      CONTROLS      OVER      TAX 
STAMPS:    OR 

B.  THE     LEGISLATURE     DISCONTINUE     THE     REQUIREMENT 
FOR  TAX   STAMPS. 

Initial   Department  Response 

We  agree  with  part  B  of  the  recommendation.  The  department 
has  drafted  and  the  Revenue  Oversight  Committee  is  sponsor- 
ing  proposed   legislation   to  eliminate  tax   stamps. 

Present   Implementation   Status 

During  its  1983  session,  the  Legislature  passed  legislation 
that  repealed  the  requirement  for  tax  stamps  on  liquor.  The 
legislation  was  approved  in  March  1983,  and  the  division  discon- 
tinued the  use  of  tax  stamps  at  that  time.  An  estimated  savings 
of  $100,000  per  year   resulted. 

Recommendation   #17 

WE  RECOMMEND  THE  LEGISLATURE  CLARIFY  THE  MISSION 
OF  THE    LIQUOR   DIVISION. 

Initial   Department   Response 

We  agree  with  the  recommendation.  We  will  seek  clarification 
in  the  upcoming   session. 
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Present   Implementation   Status 

In  addition  to  functions,  powers  and  duties  of  the  department 
that  are  specified  in  Montana  statutes,  the  Legislature  has  pro- 
vided some  direction  regarding  the  mission  of  the  Liquor  Division 
through  appropriation  bill  language.  This  language  has  changed 
somewhat  from  year  to  year.  For  example,  the  1981  Legislative 
Session  appropriation  bill  for  the  biennium  ending  June  30,  1983, 
required  that  the  division  make  a  minimum  biennium  profit  of 
$13  million  to  be  deposited  to  the  General  Fund.  A  1983  session 
bill  dropped  the  $13  million  profit  requirement  for  the  same  bienni- 
um. In  the  1983  and  1985  appropriation  bills,  the  Legislature  said 
that  the  division  should  attempt  to  earn  a  profit  of  13  percent  of 
sales   for  each   biennium. 

Another  area  of  varying  legislative  guidance  has  to  do  with 
the  closure  or  conversion  of  stores.  Prior  to  the  1983  session,  the 
Legislature  provided  that  the  Liquor  Division  could  close  or  con- 
vert nonprofitabie  state  stores.  For  the  1983  and  1985  sessions 
the  wording  was  changed  giving  the  Liquor  Division  authority  to 
close  or  convert  nonprofitabie  or  marginally  profitable  state  stores. 
The  1983  and  1985  appropriation  bills  also  allow  agency  stores  to 
be  closed  if  the  division  considers  them  marginally  profitable  and 
other  state  stores  or  agencies  are  located  within  a  reasonable 
distance. 

The  legislation  passed  during  the  March  1986  special  session 
provides  that  only  nonprofitabie  stores  can  be  closed  while  other 
store  closures  must  be  specifically  approved  by  the  next  legislative 
session  after  the   intended  closures  are  announced. 

As  noted  above,  the  Legislature  has  been  continually  modify- 
ing provisions  regarding  profit  versus  service  to  be  provided  by 
the  Liquor  Division.  In  light  of  current  market  conditions  result- 
ing from  decreased  liquor  consumption,  the  Legislature  should 
further  clarify  the  mission  of  the  division  including  whether  it 
wants  the  division  to  maximize  profits  or  emphasize  service  with 
reasonable  profits. 
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Recommendation   #18 

WE  RECOMMEND  THE  LEGISLATURE  RESTRUCTURE  THE 
DIVISION'S  APPROPRIATION  BY  SPECIFYING  THAT  NET 
PROFIT    BE   A   DEFINED    PERCENTAGE   OF   SALES. 

Initial   Department   Response 

We  agree  with  the  recommendation.  We  will  encourage  its 
adoption  by  the   Legislature. 

Present   Implementation   Status 

All  recent  appropriations  for  the  Liquor  Division  include  a 
provision  that  the  division  attempt  to  earn  a  profit  equal  to  a 
percentage  of  net  sales. 

Recommendation   #19 

WE  RECOMMEND  THE  LEGISLATURE  ALLOW  THE  DIVISION 
TO    RECEIVE   THE    INTEREST   ON    ITS    IDLE   CASH. 

Initial   Department   Response 

We  agree  with  the  recommendation  as  an  additional  incentive 
for  inventory  control. 

Present   Implementation   Status 

The  department/division  sought  support  from  its  appropriation 
subcommittee  regarding  legislation  to  allow  the  division  to  receive 
the  interest  on  its  idle  cash.  The  subcommittee  did  not  support 
such  a  move,  saying  the  division  already  had  incentive  to  keep 
inventories  at  minimum   levels. 

Recommendation   #18   from   the   1982    Financial-Compliance  Audit  of 
Department    (Job   82-11) 

WE  RECOMMEND  THE  LEGISLATURE  FUND  THE  LICENSING 
FUNCTION    FROM   THE    LICENSING    REVENUES. 
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Initial   Department  Response 

We  concur.  We  discussed  the  matter  with  the  Legislature  in 
both  1981  and  1983.  We  will  continue  to  bring  it  to  the 
attention  of  subsequent  sessions. 

Present   Implementation   Status 

The  division/department  did  propose  a  change  in  the  method 
for  funding  to  its  appropriations  subcommittee  in  1984,  but  there 
was   little  support  for  the  idea. 
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